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KEY ECONOMIC INDICATORS 


All values in US$ million and represent period averages unless otherwise indicated. 
Current Exchange Rate: US$ = M$2.17 


1978 - 9979 
INCOME, PRODUCTION, EMPLOYMENT 1977 1978 1979 EST) _% change 


GNP at Current Prices 14,319.8 16,170. 18,774.2 16.1 
GNP at Constant Prices 9,249.8 9,924. 10,720.7 8.0 
Per Capita GNP, Current Prices 1,145.6 1,253. 1,416.9 13.0 
Indices: 

Industrial Production 210. 230. 251. 

(Base Year 1968 = 100) 
Labor Force (million) 
Average Unemployment Rate 
MONEY AND PRICES 
Money Supply 
Interest Rates (Commercial Bank Prime) 


Consumer Price Index for Peninsular 
Malaysia (Base Year 1967 = 100) 


BALANCE OF PAYMENTS AND TRADE 

Gold and Foreign Exchange Reserves 3,016. 3,289. 
Net External Public Debt 246. 248. 
Annual Debt Services 442. 522. 
Balance of Payments 1,411. 1,2. 
Balance of Trade 1,541. 1,568. 
Gross Exports (FOB) 6,893. 7,877. 
Exports to U.S. 1,252. 1,466. 
Gross Imports (CIF) 5,352. 6,308. 
Imports from U.S. 633. 877. 
U.S. Share of Imports in % 11.8 43. 


SOURCE: Ministry of Finance, Economic Report, 1979/1980 
Bank Negara Quarterly Economic Report 1979. 





SUMMARY 


Malaysia continued to show impressive economic growth in 1979. Latest data 
from the economic reports of the Ministry of Finance and the Department of 
Statistics show that real growth will amount to 8 percent in 1979. Eco- 
nomic indicators such as the level of unemployment and the reduction in the 
level of poverty in the country have continued to improve. Private non-oil 
investment, especially by domestic interests, has fallen short of planned 
levels, and the Government has stepped up its spending to stimulate the 
economy. Foreign trade continued to improve fwom an already excellent posi- 
tion. Record prices for the nation's major commodity exports contributed 

to the favorable trade results. Malaysia's outlook for 1980 continues to be 
positive as its development efforts continue. 


CONDITIONS AND TRENDS IN 1979 


Malaysia's economic performance in 1979 continued to be expansionary due to 
a number of factors. In part the growth was fostered by easy-money policies 
of the central bank, in part by increased spending by the Federal Govern- 
ment, and in part by favorable prices of primary commodities which comprise 
the most important share of Malaysia's production and exports. 


With this export-led growth, Malaysia has been able to reduce the unemploy- 
ment rate to 6 percent and to absorb a constantly increasing number of new 
entrants to the job market. Industrial production grew by 9 _ percent 
during the year to provide many of the new positions for the larger work 
population. The growth in manufacturing activity increased the share of 
manufactured goods in the nation's exports and also provided domestic pro- 
ducts as substitutes for imported goods. The fastest growing areas of indus- 
trial development were the electronics assembly (dominated by expatriate 
firms), textile and cement industries. 


Although current levels of investment by the private sector have improved 
significantly from previous periods, government planners are concerned that 
the development goals of the Third Malaysian Plan (1975-1980) will not be met. 
For the final year of the Plan therefore the budget calls for an increase of 
39 percent in overall spending by the Federal Government and an increase in 
100 percent in spending for development projects alone. The primary reasons 
for this increase in consumption and capital formation by the public sector 
are to complete specific projects called for in the Third Malaysian Plan and 
to counteract any influences from what is generally predicted to be the 

world economic recession in 1980. 


While the budget allocates a dramatically increased amount for spending, some 
government officials anticipate that the infrastructure necessary to complete 
the projects, especially the support of government agencies, will be unable 
to cope with the increase. The amount that will be actually spent during 

the next budget year is therefore subject to conjecture. Any analysis of the 
impact of Federal Government spending upon the economy is qualified by the 
unknown dimension of the actual budget as opposed to the planned budget. 





A revision of the export duty structure for Malaysia's primary commodities 
was also introduced with the 1980 budget. The duty revision will decrease 
the tax burden on rubber but increase the burden on palm oil. In effect 
the Government hopes to dimish the disparity between the comparative profit- 
ability of palm oil and rubber in order to encourage greater planting of 
rubber trees for the future growth of the industry. 


The tin export duty was also decreased in an effort to stimulate the mining 
of tin by gravel pump operators with marginal profitability levels. Although 
all tin mines benefit from the decreased duty, larger concerns also became 
subject to an increase in the tin profits tax which is levied on corporate 
incomes above specified minimum levels. 


Malaysia has initiated an international agreement for the price stabiliza- 
tion of rubber and will negotiate a renewal of the existing agreement on 
tin which will expire in 1980. Both rubber and tin have been dominant 
factors in the economic well being of Malaysia, and the outcome of these 
negotiations has significant implications for the entire economy. 


In 1979, the total output of the agricultural, forestry and fisheries sector 
increased in real value terms by 5.6% compared to the 1978 growth rate of 
only 1.0%. Higher yields as a result of improved weather conditions in 

1979 coupled with strong export demand and commodity prices were the key 
factors in upsurge in the value of total production. All three of Malaysia's 
main crops - rubber, palm oil and rice - registered significant gains. Palm 
oil and rice were the two crops hardest hit by 1978 drought. Consequently, 
with normal weather in 1979 the production of palm oil and rice increased 

by one-fifth and one-third, respectively. Reduced rice imports in 1979 and 
increased exports of palm oil have helped Malaysia's already strong balance 
of trade situation. The rapidly rising standard of living has brought about 
a significant increase in the demand for livestock products. The expansion 
of the domestic livestock industry has resulted in a sharp increase in the 
import of feedgrains and soybean meal. 


U.S. INVESTMENT IN MALAYSIA 


Through 1979 U.S. firms have invested over $1 billion in Malaysia. By far 
the major portion is in the petroleum industry. There are also signifi- 
cant U.S. investments in the electronics industry and the banking sector. 


While Malaysian Government guidelines generally require the formation of 
joint ventures, with the foreign investor limited to a minority equity 
interest, under certain circumstances a foreign company engaged entirely in 
manufacturing goods for export from Malaysia can receive approval for 100 
percent foreign ownership. In all cases involving new foreign investment, 
the Malaysian Government is prepared to take a flexible position with. the 
foreign investors within the overall boundaries of the New Economic Policy. 





SPECIAL EXPORT INFORMATION 


Successful exporters to the Malaysian market find that if they cannot set 
up their own office in Malaysia, the best guarantee of success is a repu- 
table and aggressive local agent. Ideally, the agent will know something 
about the product line before representing the firm. and must be able to 
provide the all-important after-sales service. American firms have some- 
times been accused of treating the Malaysian customer as a one-time sales 
prospect. This criticism is occasionally justifiable. Thus firms who 
want to sell to Malaysia over the long term should locate a reputable local 
agent. The Embassy and the U.S. Department of Commerce are willing to 
assist any American firm in finding such an agent. 


IMPORTANT TRADE EVENTS IN 1980 


Under its "ASEAN Regional Action Campaign", the U.S. Department of Commerce 
will stage a solo American Industrial Products Exhibition entitled "AMPRO/ 
ASEAN '80" in Manila, the Philippines, during March 11-15, 1980. This 

major regional industrial exhibition, to be held at the facilities of the 
Philippine International Convention Center near downtown Manila, will 

feature seven major product categories: energy and power generation systems; 
food processing and industrial packaging; industrial process controls and 
instrumentation; machine tools, metal working and finishing equipment; 
industrial plant maintenance equipment; pollution control engineering equip- 
ment and instrumentation; and industrial pumps, valves and compressors. 


OUTLOOK FOR 1980 


Malaysia, despite the apparent vulnerability of its economy from external 
economic influence, promises to continue to experience favorable growth rates 
with a stable domestic economy. Malaysian Government officials forecast 
rubber prices will increase further with growing demand and decreased com- 
petition from the petroleum based synthetic rubber. Although the future 

of the palm oi] market is more uncertain, growers currently enjoy large 
profit margins which indicate that the price may drop considerably before 
the industry even begins to suffer. The International Tin Council predicts 
that tin prices will decline in 1980 because of a slight oversupply and 

the sale of tin from the U.S. stockpile. In spite of these problems, how- 
ever, tin prices have at the end of 1979 reached record levels because of 
unforseen political problems in Bolivia which may disrupt supply. Malaysia's 
petroleum production also will expand modestly so as to not only provide an 
offset for the petroleum imports but provide a substantial net surplus 

from trade in petroleum. 


Manufactured goods, an increasing share of Malaysia's exports, must find 
receptive markets in the developed countries if they are to continue their 
rapid growth and contribute to Malaysia's development. Given the diversity 
of its exports, however, Malaysia's position is as hedged as any developing 
country can conceivably be against the adverse impact of a world recession. 





Total output in the agricultural, forestry and fisheries sector is expected 
to increase by 3.5 percent in 1980. If there is a shortage of irrigation 
water in the major rice producing area of Kedah and Perlis, the irrigated 
off-season rice crop could be endangered. Thus, achieving the target growth 
rate will depend on the 1980 rice crop and normal weather conditions over the 
rest of the country. While the GOM has encouraged expanding the area devoted 
to rubber, response has been slow. In 1980, Malyasian rubber production is 
expected to increase by about 1.5 percent. Paitm oi] output should increase 
by about 10 percent over the 1979 level as an additional 59,500 hectares of 
oil palm are expected to mature in 1980. The ‘expanded output in processed palm 
oil, which has been occuring recently, will continue. While Malyasia's share 
of world trade in cocoa is still relatively small, cocoa will continue to 
expand rapidly in both Peninsular Malaysia and Sabah in 1980. 


The Ministry of Finance predicts real GNP growth will amount to 6.5 percent 
in 1980 compared to the 8.0 percent growth registered in 1979. Private 
non-oil investment will increase by 19.9 percent (8.0 percent in real 

terms) which represents a slightly lower rate of growth from 1979. It 

is difficult to determine what part of this decrease is due to the lingering 
effects of the introduction of the Industrial Coordination Act (an affir- 
mative action program for the economically disadvantaged Malays) and what 
part is due to the anticipation of a downturn in economic activity abroad. 
The growth in public spending accomplished will more than balance the lapse 
in private investment and any recessionary influences imported from abroad. 


The Ministry forecasts the balance in Current account will continue in 
deficit but the surpluses in the capital account will cause the total 
balance of trade to have a surplus of approximately US$800 million. 


U.S. - MALAYSIAN TRADE AND IMPLICATIONS FOR THE UNITED STATES 


The increasing pace of private sector investment and government expenditures 
as the Government tries to complete as many of the THP (Third Malaysian Plan) 
projects as possible before the end of the plan period should offer many 

opportunities for both U.S. manufacturers and engineering/construction firms. 


According to Malaysian Government trade statistics, U.S. exports to 
Malaysia during 1979 amounted to US$1,118.0 million, or 14.7 percent of 
Malaysia's total imports. This represents an increase in market share 
from the 13.9 percent figure for 1978 and keeps the United States solidly 
in second place behind Japan, which accounted for 23.3 percent of: the 
Malaysian market in 1979. With the increase in U.S. competitiveness due 
to the depreciation of the U.S. dollar, the U.S. share of the Malaysian 
= should continue to grow in both absolute and relative terms in 
980. 





Particular areas of interest for the U.S. firms in 1980 will be in the 
areas of telecommunications, power generation, building and construction 
equipment, pollution control equipment, petroleum production equipment, 
and timber processing equipment. In addition, the main contract to 
engineer, procure and construct the Bintulu Liquified Natural Gas Plant 
in Sarawak, the largest project in Malaysia's history, has recently been 
awarded to a joint venture of JGC Corporation of Japan and the Pullman 
Kellogg Division of Pullman Incorporated of the United States. This 
project will provide a number of export opportunities for U.S. firms. 
Other major projects to be undertaken include: 

The Refinery in Trengganu (25,000 - 30,000 B/D) 

The Fourth Malaysian Refinery (150,000 B/D) 

The Port Kelang Thermal Power Station 

The Penang Bridge Project 


More details about these projects and many others may be obtained in the 
following separate reports prepared by the Embassy on major projects: 


1. Major Downstream Projects in the Malaysian Petroleum Sector (A-78, 
9/18/79) 


Electric Power Projects in Malaysia (A-33, 4/10/79) 

Electric Power Equipment Market in Malaysia (A-160, 12/29/77) 
Telecommunications Programs in the Third Malaysia Plan (A-16, 2/15/77) 
Telecommunications Projects in Malaysia (A-51, 6/22/78) 

Port Projects in the Third Malaysian Plan (A-21, 2/17/77) 

Major Projects in Malaysia in 1979 (A-111, 12/26/77) 

Airport Projects in the Third Malaysia Plan (A-05, 1/3/77) 


Major Project: Penang Port Expansion (A-104, 8/16/77) 


Copies of these reports may be obtained from the Malaysian 
Desk in the Office of Country Marketing, International, 
Trade Administration. 


# U. S. GOVERNMENT PRINTING OFFICE : 1980—311-056/244 
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